AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON MOOKGOPHONG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIALSTATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of the Mookgophong Local 
Municipality, which comprise the statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages xx to xx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA).This 
responsibility includes: designing, implementing and maintaining internal control relevant to 
the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read 
with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) my responsibility is 
to express an opinion on the financial statements based on conducting the audit in 
accordance with the International Standards on Auditing and General Notice 1570 of 2009, 
issued in Government Gazette No. 32758 of 27 November 2009. Because of the matters 
described in the Basis for disclaimer of opinion paragraphs, however, I was not able to 
obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer opinion 

Cash and cash equivalents 

4. Included in outstanding cheques on the year-end bank reconciliation are payments totalling 
R1 million that were cleared by the bank before year-end. I projected an overstatement of 
R9.7 million on cash and cash equivalents and payables. 

5. Suspense accounts totalling RIO. 2 million that are included in the cash and cash 
equivalents balance of R7.9 million were not cleared at year end. An inadequate system 
was established to monitor and follow-up on the suspense accounts. I was unable to 
conclude on what impact, if any, the suspense accounts should have on the accounts of the 
municipality. 

Cash flow statements 

6. Although the corresponding figures have been corrected on the following finding that was 
carried over from the previous year, appropriate audit evidence could not be provided to 
substantiate the correction: 
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• Cash receipt from rate payers, government and others of R64.2 million was overstated 
by R1.7 million. 

Commitments 

7. Capital projects totalling R3.5 million were completed by year-end and incorrectly included in 
the commitment balance of R7.9 million. As a result, commitments is overstated by R3.5 
million 


Financial statements 

8. In the table below, which serve as examples, differences were noted between the financial 

statements and the general ledger. The municipality did not reconcile these differences 

between the financial statements and the underlying accounting records. The impact on the 

balances is reflected in the table. I could not determine the effect on the other account 

balances or classes of transactions contained in the financial statements. 


Description of baiance/figure 

Triai 

baiance/generai 

iedger 

R 

Financiai 

statements 

R 

Difference 

R 

Cash and cash equivalents 

935 630 

27 953 603 

7 017 973 

Property, plant and equipment 

106 099 201 

111 086201 

4 987 004 

Trade and other payables 

15 261 365 

22 411 849 

7 150 484 

Provisions 

406 000 

3 847 232 

3 441 232 

Property rates 

16 165 467 

9 960 799 

6 204 668 

General expenses 

37 541 636 

22 732 422 

14 809 214 


9. In the table below, which serve as examples, differences were noted between the closing 
balances as at 30 June 2009 and opening balances as at 30 June 2010 on the financial 
statements. The municipality did not reconcile these differences between the financial 
statements and the underlying accounting records. The impact on the balances is reflected 

in the table. 


Description in the statement of 
financiai position 

Closing balance, as 
at 30 June 2009 

R 

Opening balance 
as at 30 June 2009 

R 

Difference 

R 

Cash and cash equivalents 

119 269 

1 554 919 

1 435 650 

Consumer debtors 

8 834 743 

0 

8 834 743 

Other receivables 

6 297 413 

10 918 955 

4 623 642 

Trade and other payables 

7 200 591 

5 208 863 

1 991 728 

Provisions 

371 226 

2 737 487 

2 366 261 

Accumulated surplus 

125 766 088 

122 616 105 

3 149 983 


10. Standard of Generally Recognised Accounting Practice, GRAP 3, Accounting Policies, 
Changes in Accounting Estimates and Errors requires that the quality of information 
provided in the financial statements determines the usefulness of the financial statements 
to users. The financial statements include immaterial accounting policies and information 
on Certificate of Secretary of more than 20 pages that are not relevant and reliable 
information about the transactions, other events and conditions to which they apply. 
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Inventory 

11. 1 reported in the prior year that an irreconcilable difference of R1.3 million existed between 
the total value of the inventory count results and the amount in the financial statement. 
Appropriate audit evidence could not be provided to resolve the difference. 

12. The municipality did not recognise water as inventory at a provisional amount in 
accordance with Directive 4, Transitional Provisions for Medium and Low Capacity 
Municipalities. Due to the nature of the item I was not able to determine a reasonable value 
for the water inventory. 

Investments 

13. Interest on investment in the investment register amounted to R4.9 million. The amount 
could not be traced to the general ledger and I was unable to determine whether the R4.9 
million has been accounted for as revenue in the financial statements. Alternative 
procedures were considered but the municipality’s records did not permit it. 

14. Cash and cash equivalents totalling R4 million have been incorrectly regarded and included 
in the balance of investments. Investments are overstated by R4 million and cash and cash 
equivalent understated by the same amount. 

Operating expenditure 

15. Supporting documentation could not be provided for journal transactions amounting to R1.5 
million. I was unable to confirm the occurrence, accuracy and classification of these 
transactions. Alternative procedures were considered but the municipality’s records did not 
permit it. 

Trade and other payables 

16. Documentation to substantiate payables to the value of R6.6 million for the year ended 
30 June 2009 could not be provided and was not resolved in the current audit. Alternative 
procedures were considered but the municipality’s records did not permit it. 

17. Transactions totalling R2.4 million were not regarded as accruals at year-end, resulting in 
the understatement of expenditure and payables by a projected error of R2.4 million 

18. Retention amounted to R3.5 million. I was unable to confirm the existence and valuation of 
retention as documentation to support the balance could not be provided. Alternative 
procedures were considered but the municipality’s records did not permit it. 

19. Journals totaling R12.7 million could not be submitted. I was unable to confirm the existence 
and valuation of these journal transactions. Alternative procedures were considered but the 
municipality’s records did not permit it. 

20. Included in payables are debt balances amounting to R5.3 million. Appropriate audit 
evidence for these balances could not be provided and I was not able to verify the existence 
and valuation of the debit balances. Alternative procedures were considered but the 
municipality’s records did not permit it. 

Property, plant and equipment 

21. 1 reported in my prior year’s audit report that property, plant and equipment with a carrying 
amount of R47.7 million included in the balance of property, plant and equipment of R86.1 
million could not be physically verified. The records of the municipality were not sufficient 
and adequate to enable me to confirm and satisfy myself as to the existence and 
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completeness of property, plant and equipment included in the financial statements. The 
matter was not resolved. 

22. For the current year under review, I was unable to confirm the existence and completeness 
of property, plant and equipment in the financial statements amounting to Rill million as 
the records of the municipality were not sufficient and adequate. Appropriate audit evidence 
could also not be provided that the municipality did conduct a physical verification of 
property, plant and equipment during the year. 

23. Property, plant and equipment as disclosed in the statement of financial position amounted 
to Rill million. Unexplained and irreconcilable significant differences were identified 
between this amount in the financial statements and the trial balance, general ledger and 
asset register. 

24. 41 properties have been donated to the local municipality by the Waterberg District 
Municipality. This properties emanated from the promulgation of the Provincial Gazette of 1 
October 2001, disestablishing all transitional local council’s (TLC’s) and transferred all 
assets, liabilities, rights and obligation of these TLC’s to the new local municipality in whose 
area the administrative unit was located. The municipality did not recognize the 41 
properties in the accounting records, understating property, plant and equipment and 
donations with an unquantifiable amount. 

Provisions 

25. The Standard of Generally Recognised Accounting Practice, GRAP 19, Provisions, 
Contingent Liabilities and Contingent Assets requires that a provision should be made for 
the municipality’s present obligation incurred as a consequence of a past event. Provisions 
have not been made for the environmental rehabilitation costs of restoring the municipality’s 
landfill site and for the thirteenth cheque bonus. Provisions, property, plant and equipment 
and salaries are understated by an unquantifiable amount. 

26. The post-employment benefit plan for retired and current employees has not been 
recognised in accordance with South African Statement of Generally Accepted Accounting 
Practice, IAS 19, Employee benefits. The provision^. salaries and retained income are 
understated by an unquantifiable amount. 

27. The provision for performance bonus amounted to R406 000. Based on the past history of 
paying performance bonuses and the investigations into the administration of the 
municipality, as reported under “Other reports”, I am of the opinion the provision of R406 00 
does not constitute an obligation. 

Receivables 

28. Documentation to substantiate suspense accounts to the value of Rl.l million for the year 
ended 30 June 2009 could not be provided and was not resolved in the current audit. 
Alternative procedures were considered but the municipality’s records did not permit it. 

29. The debt impairment provision amounted to R19.2 million. Included in the amount is the 
municipality’s own debt of R769 873 and government debt of R2 million, on which 
impairment was determined. I determined a debt impairment of R16.4 million. Bad debt 
expenditure and the provision is overstated by R2.8 million 

30. The reconciliation of the debt impairment provision in note 8 to the financial statements is 
incorrect. The opening balance of R8.6 million does not agree with the prior year’s closing 
balance of R12.1 million, while the contribution expenditure of R7 million on the face of the 
statement of financial performance differs with the contribution of RIO. 5 million, disclosed in 
the reconciliation. 
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31. An unexplained and irreconcilable difference of R16.7 million existed between the debtors’ 
ledger account per general ledger and the debtors’ age analysis. 

32. Supporting documentations for journal transactions of R3.5 million could not be submitted. I 
was unable to confirm the existence and valuation of debtors. Alternative procedures were 
considered but the municipality’s records did not permit it. 

Accumulated surplus 

33. Documentation to substantiate transactions in the statement of changes in net assets 
amounting to R2 million for the year ended 30 June 2009 could not be provided and was not 
resolved in the current audit. Alternative procedures were considered but the municipality’s 
records did not permit it. 

34. 1 was not able to confirm the existence, valuation, rights to and obligation of transactions 
totalling R1.4 million, as appropriate audit evidence for these transactions could not be 
provided. Alternative procedures were considered but the municipality’s records did not 
permit it. 

35. An irreconcilable difference of R3.9 million was identified between the billing report and the 
general ledger of property rates and service charges for the prior year. A reconciliation could 
not be provided and the prior year’s matter was not resolved. 

Revenue 

36. License and permit amounted to R6.9 million on the face of the statement of financial 
performance. Contrary to the requirements of the Standard of Generally Recognised 
Accounting Practice, GRAP 9, Revenue from Exchange Transaction, the principal’s fee of 
R3.9 million was incorrectly regarded as revenue. Revenue and expenditure have been 
overstated by R3.9 million. 

37. A reconciliation between the total value of assessment rates according to the valuation roll 
and the actual billing has not been performed. Control does not exist to ensure that all the 
assessment rates according to the valuation roll were indeed levied and that the 
assessment rates recorded at R9.9 million are complete and accurate. 

38. Unexplained and irreconcilable differences amounting to R4.6 million existed between the 
billing report and the service charges on the face of the statement of financial performance. 

39. Value-added tax (VAT) totalling R4.7 million was not declared from the revenue received on 
service charges during the year under review. Revenue is overstated and VAT payable 
understated by R4.7 million. 

Value Added Tax ( VAT) 

40. 1 reported in the prior year that VAT refundable to the amount of R1.9 million could not be 
substantiated. I did not yet obtain appropriate audit evidence and the matter was not 
resolved. Alternative procedures have been considered. 

Disclaimer of opinion 

41. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Additional matter 

42. 1 draw attention to the matter below. My opinion is not modified in respect of this matter: 
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Unaudited supplementary schedules 

43. The supplementary information set out on pages X to X does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

44. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, 1 include below my findings on the report on 
predetermined objectives, compliance with the MFMA and Municipal Systems Act of South 
Africa, 2000 (Act No. 32 of 2000) (MSA) and financial management (internal control). 

Predetermined objectives 

45. Material finding on the report on predetermined objectives, as set out on pages xx to xx, are 
reported below: 

Non-compliance with regulatory requirements 

Content of the integrated development plan 

46. The integrated development plan of the Mookgophong Local Municipality did not include the 
performance targets determined in terms of its performance management system, as 
required by sections 26(i) and 41(l)(b) of the MSA and regulation 12 of the Municipal 
Planning and Performance Management Regulations, 2001. 

Compliance with laws and regulations 

MFMA 

The Audit Committee was not functioning properly 

47. Contrary to the requirements of section 166(2)(a) of the MFMA, the audit committee did not, 
in the absence of an internal audit unit, advise the municipal council, political office bearers, 
the accounting officer and the management staff of the municipality on matters relating to, 
inter alia, internal financial control and internal audit, compliance with the MFMA and 
performance management. 

48. Contrary to the requirements set out in section 166(2)(c) of the MFMA, the audit committee 
did not respond to the council on the prior year’s audit report. 

The internal audit unit was not established and did not function 

49. Contrary to the requirements of section 165(1) of the MFMA, the municipality did not have 
an internal audit unit. 

Expenditure was not paid within the parameters set by the applicable legislation 

50. Contrary to the requirements set out in section 65(2)(e) of the MFMA, expenditure was not 
paid within the required 30 days from the receipt of an invoice. 
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The accounting officer did not adhere to her statutory responsibilities 

51. Contrary to the requirements of section 62(1) of the MFMA, the accounting officer did not 
comply with her legislative responsibility of managing the financial administration of the 
municipality by not taking responsible steps to ensure that: 

• full and proper records of the financial affairs of the municipality were kept in accordance 
with any prescribed norms and standards; 

• the municipality had and maintained effective, efficient and transparent systems of 
financial management and internal controls as well as internal audit operating in 
accordance with any prescribed norms and standards 

The financial statements were not prepared in accordance with applicable legislation 

52. Contrary to the requirements of section 122(l)(a) of the MFMA, the municipality did not 
prepare financial statements in accordance with the legislative requirements which fairly 
presents the state of affairs of the municipality, its management of revenue, expenditure, 
assets and liabilities and its financial position as at the end of the financial year. 

53. Contrary to the requirements of sections 124(l)(a), 125(l)(b) and (c) as well as 125(2)(d) of 
the MFMA, other compulsory disclosures were not made and/or not fully disclosed. 

Expenditure not in accordance with budget 

54. Contrary to the requirement of section 15 of the MFMA, expenditure was not incurred in 
accordance with the approved budget of the municipality. 

Supply Chain Management legislative requirements were not implemented or not 

adhered to 

55. Contrary to the requirements of section 116(l)(a)(i) of the MFMA, goods and services were 
supplied by the provider and payment made to the provider without a written signed 
contract. 

MSA 

Supply Chain Management legislative requirements were not implemented or not 

adhered to 

56. Contrary to the requirements of the MSA, schedule 1 of section 7, the annual declaration of 
interests was not made by the councillors. 

INTERNAL CONTROL 

57. 1 considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the MFMA, but not for the purpose 
of expressing an opinion on the effectiveness of internal control. 

58. The matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer opinion paragraph, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 
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• Leadership 
Tone at the top 

Management’s operating style did not promote effective control over the preparing of 
and reporting on the financial statements. 

Oversight responsibility 

The accounting officer did not exercise oversight responsibility over reporting and 
compliance with laws and regulations and internal control. This is evident of the basis of 
disclaimer opinion paragraphs and deviations on the compliance with the MFMA. 

Action to mitigate risks 

Actions were not taken in all instances to address prior year’s external audit findings. 

• Financial and performance management 
Quality, reliable annual financial statements 

Management and staff did not fulfil their duties and responsibilities, which is evident in 
the findings reported on. 

The municipality did not have competent (also refers to knowledge of the controls and 
related processes) individuals who understand the financial reporting framework and 
performance management requirements. 

Pertinent information (like journal transactions with supporting documentation) was not 
captured to support the financial statements. 

The financial statements were not adequately reviewed for completeness and accuracy 
prior to submission for audit. This is evident of the findings identified and not corrected. 

Proper record keeping 

Proper filing system was not in place to enable the municipality to provide the required 
information without a significant delay. 

Adeguate systems 

Manual controls were not implemented / maintained to ensure that transactions have 
occurred, and were completely and accurately processed. 

Systems were not appropriate to facilitate the preparation of the financial statements, 
resulting in the differences between the financial statements and trial balance. 

• Governance 
Risk identification 

The municipality did not perform a formal risk assessment, and risks of material 
misstatement due to fraud were not considered. 
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Fraud prevention 

A fraud prevention plan was not documented. 

Internal audit 

The municipality did not have an internal audit unit. 

Audit committee 

As an internal audit unit did not exist, the audit committee could not advise and respond 
to the council, the accounting officer and the management staff on matters as set out in 
the MFMA. 

OTHER REPORTS 

Investigations 

Investigations in progress 

59. The MEC of the provincial Department of Local Government and Housing has designated a 
person to conduct an investigation into the institutional instability and governance failure in 
the municipality. The investigation was still ongoing at the reporting date. 

60. An investigation is being conducted to probe the manner in which a number of tenders were 
awarded. The investigation aims to establish whether funds were utilised for its intended 
purpose and in accordance with the supply chain management policy. The investigation was 
still ongoing at the reporting date. 


Polokwane 
30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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